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CONEIDENTIAL LONDON 05928 

DEPARTMENT PASS TREASURY, ERB, AND EXPORT-IMPORT BANK 

E.O. 11652: GDS 
TAGS: EEIN, UK 

SUBJECT: U.K. COST INFLATION SCHEME AND GUARANTEED LOANS 
EOR PRE-SHIPMENT FINANCE 

REF: A) LONDON 2753 B) LONDON 5727 

1 . DURING INFORMAL CONVERSATION WITH ECGD OEFICIAL, WE 
QUESTIONED THE STATUS OE THE U.K. SCHEME ANNOUNCED LAST 
MONTH WHICH WOULD PROVIDE INSURANCE TO CAPITAL GOODS EX- 
PORTERS AGAINST COST INELATION, AND THE APRIL 15 BUDGET 
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PRE-SHIPMENT EINANCE ON LARGE EXPORT PROJECTS. 

2. AS TO THE COST INELATION COVERAGE SCHEME (REE A), 

ECGD OEFICIAL STATED PERSONALLY AND IN CONEIDENCE, "THE 
WHOLE THING IS A HAIRY MESS." EAR! TER HE HAD CONEESSED 
THAT IT WAS THE OPINION OP ECGD THAT SUCH A SCHEME WOULD 
BE VERY DIPFICULT TO ADMINISTER. TO DATE, HOWEVER, ECGD 
HAS YET TO FORMALIZE THE OPERATIONAL DETAILS OP THE PRO- 
GRAM. WE JUDGE BY HIS COMMENT THAT THERE IS STILL A 
GREAT DEAL OF INTRA-DEPARTMENTAL DEBATE OVER THE OPERA- 
TIONAL PROCEDURES AND GUIDELINES. 

3. REGARDING THE BUDGET ANNOUNCEMENT OF SCHEME TO PACI- 
LITATE AVAILABILITY OP WORKING CAPITAL FOR EXPORTS (PARA 
3, REP B), I.E, ECGD PROVISION OF FACILITIES TO GUARANTEE 
LOANS POR PRE-SHIPMENT EINANCE ON LARGE EXPORT PROJECTS, 
STATED IN PARLIAMENT THAT DETAILS WOULD BE PORTHCOMING 
IN A PEW DAYS. ACCORDING TO OUR SOURCE, DISCUSSIONS OF 
THE DETAILS OP THE PROGRAM ARE STILL IN THE VERY EARLY 
STAGES OP PORMULATION AND EVEN AN INITIAL ANNOUNCEMENT 
COVERING THE BASIC DETAILS WOULD NOT BE FORTHCOMING FOR 
SEVERAL WEEKS, NOT DAYS. THIS MUCH SAID, OFPICIAL STATED 
THAT ECGD DID NOT ENVISAGE THE VENTURE AS BEING MORE THAN 
A WIDENING OP CURRENT ECGD OPERATIONS. IT WOULD NOT BE 
IMPLEMENTATION OF A COMPLETELY NEW PROGRAM. (FYI: ECGD 
HAS HAD SUCH A PROGRAM IN OPERATION POR ABOUT ONE YEAR. 
UNDER THE EXISTING PROGRAM, PRE-SHIPMENT PINANCING GUAR- 
ANTEES HAVE BEEN AVAILABLE ALTHOUGH RIGID CONDITIONS OP 
ELIGIBILITY NARROWLY CONSTRICT ACCESSIBILITY.) OFPICIAL 
STRESSED IT WOULD NOT, REPEAT NOT, BE AT SUBSIDIZED RATES 
OP INTEREST. HE EXPLAINED THAT THE GUARANTEES WILL BE 
MADE AGAINST ECGD'S OWN JUDGMENT OF THE ABILITY OP THE 
EXPORTER TO REPAY HIS BASIC OBLIGATION. THE GUARANTEES 
WILL ONLY BE MADE WHEN THE EXPORTER'S COMMERCIAL BANK CAN- 
NOT HANDLE THE OPERATION ITSELP; POSSIBLY BECAUSE EXPORTER 
HAD REACHED HIS CREDIT LIMIT OR BECAUSE BANK WAS 

HIGHER OPINION OF SUCH ABILITY THAN THE BANK. IT IS 
VIEWED AS A TOPPING UP PACILITY RATHER THAN A SUBSTITUTE 
POR NORMAL COMMERCIAL BANK LENDING AND RISK TAKING. IT 
IS NOT ECGD'S INTENTION THAT THE BANKS SHOULD CUT BACK 
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THEIR OWN PRE-EXPORT FINANCING AS A RESULT OP THE NEW 
PROVISIONS. 
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